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Foreign Trade and ~
Exchange Risks

By RUDOLPH BERDACH
Manager, Foreizn Department,
The Nat'enpl Safety Bank and Trust Co., New York

Wrter Points Out That Bretton Woods Azreements Do Not Assure Stabl:
Internaiional Exchange Rates Required fo Foster Foreign Trade and
Maintains Tha! the Foreign Exchange Dealer or Speculaior Will Be Re-
quived, as in the Past, to Carry Out This Function if Free Exchange
Markets Ave to Prevail. Opposss Government Cuaranty of Exchange
Rates But Holds That Central Banks, by Assuming a Menopoly of Ex-
changs Transactions, Can Manipulate Rates. This, However, He
Asserts. Would Perm’t a Political Rather Thas an Economic Basis of
Exghange Control.

Qixty million jobhs 150 billion ®——
nafional income, 10 billion foreign 11l a recent speech, Deay Ache-
trable are some of the slogans by |[songAssistant Secretary df State,

wifich—without much concern for |calied for “the creation ol circum-
the relation ol stances favorable to increase
cause and ef- ltrade.” In these circumstiances he
fect—the post- lincluded “a reasonable rate sta-
war economic | bility for considerable period of

problems are time: assurance that the export-

ithese exchange risks W m‘c[

pergled over his head as a per- |
manent menace which may ma-|
terialize every moment.

Fven in the 25 years preceding |
Wowd War I, when the exchange
rickk. under the general rule of|
the Jgold standard, were reduced

to 4 minimum, the foreign trader
fouhd it advisable to cover his|
foreign exchange risks In the,

f4hen large, fulure exchange mar-
| kets.

The function of a large future
| exchange market assumes the ex-
istence of certain conditions: free-
dom of international capital trans-
actions and the existence of a cer-
tain amount of international spec-
ulation. A class of speculators is
as indispensable for the function-
ing of an exchange future mar-
ket as it is for a large stock or
security market. It is common-
place to judge speculation
-omething unethical, vet it fulfills
an economic task. It carries the
burden of certan risks, inevitable
in our capitalistic economie
tem of production for the market.
and in so doing removes it irom
the traders’ shoulders. It is ob-

as

usually ex - ers will be paid not in some ! h By o g

pressed. Ad- blocked foreign currency, but in 1018 that the totality of lhe ex-
vertising ex- dollars: elimination of exchange VOrters Who have 10 SCCUre the
perts say that diseriminations and multiple cur- % xchange rate of the products
slogans are rency systems.” This is, of course, they have sold .;lgz}m::t future pay-
very effective a fine program and about the ment cannot |1<._~':-‘.1IIJ1_\' llmqu? to .llti.(.i
meansg (o at- same with which the monetary an equal totality of ,“'”T‘,’”""
tract buyers chbnierence in Bretton Woods con- who are desirous to secure lh‘e
in a sales |clp;rned itself. exchange rate of th.c- 111_1:-1}‘h:4|11:1 -
campaign or Now how far was this program they ghave bought against fuldgst

even voters in
an electoral
campaign, but
I really doubt
that they are
as effective to
clgyify com-

| chrried out in Bretton Woods?

we monetary plan which finally
was accepled—with more or less
reservations to be sure—by 44 na-
tions, granied lo every member
nation the right to change its ex-
c¢hange rates within the limits of
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pli¢a.ed economic prablems. I Be- | 10% on short notice and to pro-
T : - pose other depreciations to ad-
lieve that this purpose will bt just a fundamental disequilib-
seiwed better focusing our araly- |ypjum. The fund would have to
dis one by one on the mulliple

juestions involved in the genera
sroblem. Within the limits of thi
article T shall trv Finved
answer 1o the guestion with which
the foreign trade will be faced
Who will bear the rizsks of ex-
chanee fluctuations?

I do not intend to discuss here
the problem of foreign trade on a
broad basis. I want only to ob-
serve that although about 90% ol
the production of the United
States is consumed in the coun-
try, it is not necessary to be fa-
miliar with the theory of margin-
al utility to understand the im-
portance. for the price structure,
of a surplus of 10% of the pro-
duction and to appreciate
werwhelming necessity of foreign
trade for the economy of this
¢ v

in e

the |

agree to a proposed depreciation
on the ground of
disequilibrium,” but this term
undefined and the only provision
1s of 4 negative nature, i, ., ine
fund may net question a dis-
equilibrium on the ground that it
was caused by domesuc
ana poiitical policies. There is no
| provision in the fund excluding
1210 possibility for one or the other
nation to use these stipulations as
|2 “usual” method of international
irade adjustment,

It is a question of interpretation
whether the rates established un-
der these rules may be considered
as “reasonably stable for a con-
siderable period of time,” but I
feel quite sure that the foreign
| tpmcier will not consider them as
st He will therefore have to
fird wayvs and means o eliming

“fundamental

is

soctal |

payyieat. This would only be pps-
if the volume of the ojt-
stafiding  obligations resultipg
{(1fim sales and purchases in one
partcular exchange at one par-
ticular date were always equal.
The problem can be solved oaly
| by the professional dealer or
| speculator who is ready lo step
[ straightening out the differ-
| ence between demand and offer.

Besides, the speculator has to
fulfill the further task of being
responsible for certain conditions
| which he exploits without having
]cl‘('am(l them. A government, for

linstance, which by its monetary
poliey has disorganized ils mon-
etary system, usually makes the
speculator the scapegoatl. In re-
ality the speculator is as respon-
sible for the depreciation of a cur-
rency as a man who pours a cup
of tea into a river is responsible
for a flood.

Another factor in the future ex-
change market is the banks, who
by switching short term capital
from one country to another in
order to exploit differences, whi
may exist for seasonal or othgr
‘regsons, between the interest ratgs




| details

| which on the other hand appeared |

and smso=o-
ing, contribute to the establish-
et fair future rates. It is
not possible to explain here tl
of these somewhat com-
plicated transactions, but it is ob-
vious that they involve inlerna-
tional capital transactions.

As the monetary plan, while
asking for free exchange mar-
kets, excludes capital transactions
from such freedom, I cannot see
how a future exchange markel
could operate under it.

Another way to exonerate the
foreign tracde from the exchange
risks would be a state guaranty.
The idea of a governmental insur-
ance of exchange risk seems to be
Uhder discussion,

Such Insurance
ireat Britain since
ifed under the Board of Triide,
and in Canada. This iasui¥nce
covers nol only the exchange risks
but commercial risks as well., A
government insurance would
mean, of course, further penetra-
tion of the government in the
field of business and further in-|
terference with the activity of the l
foreign trade.

Still another way would be tUI‘
turn over the future exchange
business to the Central Banks as
4 monopoly. |

The activity of the C(-!ut:‘nl','
Banks in the {future exchangv;’!
markets is an extremely interest- ||
ing chapter in the history of the ||
evalution of the monetary tech-!
nigque. It would require a special |
study to tell the whole story, so
I can give but a superficial pic-
ture of it at this time.

Reluctant for a long time to
participate in any future exchange

these differences

in effecy in |
1940, organ-

is

| trgnsaction, because they misun- : ; :
Mhis dom of international capital move-

dérstood the real nature of

brinch of business and considdred
it ;s a mere speculation, the n-
trgl Banks appeared in the (u-

of the 20th Century. As far as 1
know, it was
garian Bank which as the [irst
Central Bank used the manipula-
tion of future exchange rates as
an alternative to changing the
| bank rate. I think it was in 1905
that this Central Bank, in a sit-
wation in which the continuous
outflow of capital peremptorily
asked for a raise of the bank rate

unjustified owing to the low state |
of trade, used the m;nwim:l.ﬁnimﬂ
| of the future exchange rate as a
| way out of this dilemma.

| The idea was to make the mar-

| gin between the spol rate and the
{ future rate of the Krone wide
| enough to induce foreign banks

| to buy spot Krone while selling
| simultaneouslv the same amount

| ¢ future delivery and
Spo ne so acquired

| trian banks as a time deposit. The

giva.the | thinking
tn%ﬁ&"llse outside

s Do

result was a full succe 2 Ce
tral Bank succeeded in ch:
e_movement of funds Mesreul,
fMow™ to influx.

The same technique, although
in the opposite sense, was used .n
the late twenties by the Banque
de France to avoid an infiationary
increage of credit and money. At
that time gold and foreign ex-
change was offered from abroad
to the Banque de France in very
great amounts against which tne
bank was forced to create franc
deposits or issue money. To coun-
teract this movement the Banque
de France manipulated the fu-
ture exchange rates of the franc
in a way to make it attractive for
foreign banks to sell spot francs
and simultaneously buy future
delivery, which resulted in the re-
flux to the Banque de France of
the francs she had created.

Later, partly under the infl
ence of Keynes's “"Tract on Moné-
tary Reform” in which he reg-
ommended the future exchan
rate policy as an alternative
bank rate poli all

to
the central
banks became active in the future
exchange markets. These few ex-

amples show that the central
banks, in manipulating the fu-
ture exchange rates, were not

concerned with the needs of the
foreign trade, but only with mat-
ters of monetary poligy. These
tfansactions presupovose] two con-
itions: First, the freedom of in-

ta@national capital movements, for
their purpose is to regudate these
capital movements, and second,
the existence of future markets
rapable to absorb future transac-
tions on a large scale, This brings
us back to the question of free-

ments,
It would of course, be possible,
to conceive a system in which fu-

ture markets in the early wears ture transactions would take place

exclusively between Central

the Austro-Hun- Banks. This would mean free spot

exchange markets and restricted
future exchange markets. In this
case the freedom of exchange
markets would be a mere fiction
because the foreign trader who
would have to buy or sell future
exchange would depend on the
Central Bank. With other words
the foreign trade would be con-
trolled by the Government,

Thus we are once again faced
by the same question we encoun-
ter everytime we try to foresee a

solution of a post-war preblem,
i.e., free enterprise or govern-
ment controlled economy? The
answer to this basic qguestion,
which will shape our post-war
economy, will be a political and
not an economic one. Economic
does not make much

definite political

limits because any economic ae-
tivity is determined by the po-
litical space in whichzit—tales

place.




